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The Year at a Glance 

Years Ended February 28/29 


1968 

1967 

Net Sales. 

$31,557,864 

$27,940,115 

Earnings Before Federal Income Taxes. 

1,814,255 

1,962,334 

Federal Income Taxes . 

717,700 

838,000 

Net Earnings. 

1,096,555 

1,124,334 

Earnings Per Share. 

.91 * 

.93* 

Shareholders' Equity. 

9,566,271 

8,858,433 

Shareholders' Equity Per Share. 

7.95* 

7.34* 

Cash Flow. 

2,361,415 

2,252,701 

Cash Flow Per Share. 

* Based on shares outstanding at end of year. 

1.96* 

1.87* 
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To Our Shareholders 


Fiscal 1968 was a significant year for American Auto¬ 
matic Vending Corporation as a number of acquisitions 
were completed and our marketing area was expanded 
considerably. 

Sales for the year ended February 29 climbed to a 
record $31,557,864, up 13 per cent over the $27,940,115 
volume of the preceding year. And despite a number of 
factors which adversely affected profits in the industry gen- 
erally, net income in fiscal 1968 amounted to $1,096,555 
or 91 cents a share on the 1,202,961 shares outstanding 
at year-end. 

This represents the second best earnings performance 
in the company's history; only in fiscal 1967, when we 
earned a record $1,124,334, or 93 cents a share on the 
1,206,109 shares outstanding, were earnings higher. 

A series of cost increases — wholesale prices on the 
commodities we dispense, labor and distribution expenses 
— and the effects of a substantial rise in state cigarette 
taxes in Ohio combined to reduce our return on sales 
somewhat. Still, our return, 3.5 per cent, again ranked us 
among the industry leaders. But more important, action 
was taken in fiscal 1968 to increase over-all profitability 
and we expect the results to be apparent during the 
current year. 

We took several important steps to offset the effects 
of rising costs and in addition proceeded with our pro¬ 
gram to expand our marketing area and increase our 
penetration of existing marketing areas. 

We acquired two companies in Louisville, Kentucky, 
providing us with a base of service in two new states, 
Kentucky and Indiana, the areas these companies serve. 
Additional acquisitions also were made in existing mar¬ 
keting areas. 


NET EARNINGS Years Ended February 28/29 
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Price Adjustments 

A sizable portion of our business is derived from the 
sale of candy, hot and cold drinks, and cigarettes through 
more than 20,000 vending machines located in Ohio, 
Michigan, Kentucky and Indiana. 

The cost of these items, as well as labor and overhead, 
has increased steadily. Yet until recently our company and 
the majority of the industry have continued to vend the 
candy and drink items through machines for 10 cents, a 
price which basically was established in 1955. 

During our past fiscal year, a trend developed within 
the vending industry to increase the price of candy and 
hot and cold drink items from 10 to 15 cents. 

Last fall, we began changing our machines to offer the 
15 cent items. The 15 cent commodity is generally larger 
than that vended for 10 cents. 

Initially, price changes were made in our locations 
serving transient markets such as airports, motels, hotels 
and service stations. We have since stepped up this con¬ 
version program to include industrial accounts and expect 
to have the majority of our machines dispensing 15 cent 
items in the near future. This, of course, requires time 
and additional expense since equipment must be con¬ 
verted. We are proceeding aggressively to provide the 
15 cent items in every market area we serve. 

Another major price factor which affected us in fiscal 
1968 was an 80 per cent increase in state taxes on 
machine vended cigarettes in Ohio, our major marketing 
area. This change went into effect on September 1, 1967. 

The new tax law in Ohio removed cigarettes from the 
exempted category with respect to sales taxes and in¬ 
creased the state excise tax. Thus the state tax on machine 
vended cigarettes increased from 5 to 9 cents per pack. 

The four cent tax was in addition to a V 2 cent per pack 
increase on cigarettes imposed by manufacturers in June, 
1967 — an increase which we had absorbed in our second 
quarter. 

The tax forced us, and most other vending machine 
firms doing business in Ohio, to raise the price of machine 
vended cigarettes from 35 to 40 cents per pack. 

Cigarettes are a large contributor to sales, but as a 
result of the price increase to 40 cents per pack, unit 
sales volume for this category declined somewhat in our 
final six months. 

This was expected. Traditionally, when the price of 
machine vended cigarettes has been increased, there has 
been consumer resistance to the new price for a period of 
time. However, based on past experience, we expect cig¬ 
arette volume to make a turn around in the near future. 


CASH FLOW Years Ended February 28/29 
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Expand Marketing Area 

We have continued to expand our marketing base and 
are now in seven marketing areas as a result of an active 
acquisition program. 

Our latest acquisition step, and one of our largest 
volume-wise to date, was the purchase of two Louisville, 
Kentucky companies serving parts of Kentucky and Indiana. 

These companies, Wagg Vending Company and South¬ 
ern Automatic Music Company, Inc., had combined annual 
sales in excess of $4,000,000 when they were acquired. 
Wagg provides cigarette and full-line vending services 
and wholesales in the Louisville and Southeastern Indiana 
area and Southern specializes in music and entertainment 
machine services in the Louisville area. 


Speciality catering service is another facet of our 
business. Buffets such as this are prepared for 
special events to suit the client's taste . 



Results of these two companies did not significantly 
affect our sales and earnings for fiscal 1968 as Wagg was 
acquired effective March 1, 1968, and Southern was ac¬ 
quired effective February 19, 1968. As in the majority of 
our acquisitions, we retained the former management 
leadership of both Wagg and Southern. 

We fully expect that the combination of our marketing 
and service capabilities and financial strength, and the 
knowledge of the area provided by the management of 
Wagg and Southern will produce significant contributions 
to sales and earnings in the current and future years. 

As you can see from the map on page 1 5, our marketing 
areas are established around dense population centers. 
And these centers in turn are concentrated within a broader 
population area which enables us to maintain close man¬ 
agement control. 

Our marketing area has grown steadily in the past 
five years. We believe that by serving contiguous popula¬ 
tion centers, we can achieve more profitable penetration 
of the over-all marketing area with the most efficient use 
of existing equipment, facilities and manpower. 

During the year, we acquired additional companies in 
Detroit, Toledo and Cincinnati with approximate annual 
volume of $1,600,000. The acquisitions were completed 
at various times during the year and none made full-year 
contributions to sales and earnings for fiscal 1968. 

A sizable portion of our recent acquisitions, all of which 
were made for cash, was carried out through use of a 
$3,500,000 long-term loan made to us by the Teacher's 
Insurance and Annuity Association of America. 
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Facility Expansion 

To facilitate the growth we are experiencing and that 
which we look for in the future we embarked upon a major 
expansion of service facilities during the year. 

Highlighting these additions was the successful com¬ 
pletion in March of negotiations undertaken last year for 
the construction of a new $3,000,000 service complex 
and corporate headquarters. 

Construction of the new building will soon be under 
way on a 14-acre site in Solon, a suburb of Cleveland. 

It will be 200,000 square feet in area, nearly 90 per 
cent greater than existing space now occupied by our 
Cleveland subsidiaries which will move to the building. 

A 30,000 square foot commissary utilizing the latest 
food preparation methods will be an important asset to 
our food service business. It will be about three times 
the size of our present commissary. 



Architect's drawing of our new service complex 
and corporate headquarters in Solon, scheduled for 
completion in 1969. 


By bringing all of our Cleveland-based subsidiaries 
under one roof, we will be able to attain greater efficiency 
and operate more economically. We expect to move into 
the new structure in 1969. 

Financing of the premises was accomplished through 
the sale of $3,000,000 of tax free industrial revenue 
bonds issued by the City of Solon. We will lease the build¬ 
ing from the city and at the end of the 30-year term, will 
purchase it for a nominal sum. 

We purchased three buildings during the year, includ¬ 
ing two in new locations and one which we had been 
leasing, representing a total investment of $530,000. The 
largest of these is located in downtown Detroit and will 
serve as headquarters for our growing Detroit business. 
The building is near Cobo Hall with ready access to the 
city's freeway system. It is 18,500 square feet in area 
and provides us with sufficient space to meet our growth 
demands in Detroit. Cost of the structure was $205,000. 

In Columbus, we purchased a 14,000 square foot build¬ 
ing near the downtown area which we had leased since 
1962. Cost of this structure was $120,000. We built a 
new 13,000 square foot building in Toledo to serve as 
headquarters for Star Vending Company. This structure 
represents an investment of $205,000. 

These investments, we believe, will provide us with the 
facilities needed to maintain our current high standard of 
service to clients and to meet the needs of future growth. 



We purchased this 14,000 square foot building in 
Columbus during fiscal 1968. Formerly we leased 
the structure. 



In Toledo, we built this new 13,000 square foot 
building to serve as headquarters for Star Vending 
Company . 
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Our commissary prepares thousands 
of sandwiches each day. The 
commissary planned for our new 
Cleveland building will be three times 
the size of our existing facility. 


During the past fiscal year, we entered two new states 
through our acquisitions in Louisville, Kentucky, increased 
our plant facilities, completed plans for construction of a 
new service complex and corporate headquarters in Cleve¬ 
land and continued our active acquisition program. 

We have broadened our base of business and now look 
forward to increasing this base to encompass an even 
greater marketing area as well as diversified businesses 
which would complement our own. We have a solid foun¬ 
dation for profitable growth in terms of both our financial 
structure and service capabilities. 

American Automatic Vending Corporation is a service- 
oriented company filling many of the basic requirements 
of society by providing 24-hour service through con¬ 
veniently located vending machines dispensing many pre¬ 
sold and always needed items. 

Our manual food service program has made steady 
progress and we are today considered a leading supplier 
of manual cafeteria food services to industrial and insti¬ 
tutional clients. 

Our growing marketing area and an expanding popula¬ 
tion which will continue to demand a greater share of the 
services we provide augurs well for both the immediate 
and long term future. All current indications are that 
fiscal 1969 will be a successful year for the company 
in terms of sales and earnings. 


Sincerely 



Louis B. Golden 
President 
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American Automatic Vending 

Consolidatet 



Feb. 29, 

Feb. 28, 

ASSETS 

1968 

1967 

Current Assets 



Cash. 

$ 1,076,070 

$ 1,925,571 

Short term notes and savings certificates. 

1,499,653 

1,000,000 

Trade receivables. 

521,932 

474,708 

Other advances and receivables. 

208,979 

109,692 

Merchandise inventory — lower of cost or market. 

2,064,300 

1,886,327 

Advances on customer commissions. 

1,132,303 

905,234 

Prepaid expenses . 

407,699 

303,414 

TOTAL CURRENT ASSETS. 

6,910,936 

6,604,946 

Other Assets. 

253,305 

325,691 

Property and Equipment — on the basis of cost 



Land, buildings and leasehold improvements. 

768,986 

524,561 

Vending equipment . 

9,149,255 

7,721,499 

Other equipment. 

1,189,556 

836,641 


11,107,797 

9,082,701 

Less accumulated depreciation and amortization. 

5,244,984 

4,517,872 


5,862,813 

4,564,829 

Intangibles — at cost (Note B) . 

6,529,874 

$19,556,928 

6,027,766 

$17,523,232 


See Notes To Financial Statements 
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Corporation and Subsidiaries 

Balance Sheets 


LIABILITIES AND SHAREHOLDERS' EQUITY 

Feb.29. 

Feb.28. 


1968 

1967 

Current Liabilities 



Current portion of long-term notes payable. 

$ 487,500 

$ 492,000 

Short-term notes payable. 

803,500 

55,253 

Trade accounts payable . 

1,165,827 

1,009,017 

Other payables and accrued expenses. 

699,704 

1,364,111 

Federal income taxes. 

497,456 

1,202,714 

TOTAL CURRENT LIABILITIES . 

3,653,987 

4,123,095 

Long-Term Debt (Note C) 



Notes payable to banks . 

2.923,768 

3,240,500 

Notes payable to others. 

3,600,000 

1.600.000 


6.523,768 

4,840,500 

Less current portion shown above. 

487,500 

492,000 


6,036,268 

4,348,500 

Deferred Federal Income Taxes (Note D) . 

300,402 

193,204 

Commitments and Contingencies (Note E) 



Shareholders' Equity (Note F) 



Common shares, no par value: 



Authorized 2,000,000 



Issued 1,291,748 (1,274,249 at Feb. 28, 1967). 

645,874 

637,124 

Additional paid-in capital. 

3,154,250 

3,075,505 

Retained earnings. 

6,406,507 

5,550,328 


10,206,631 

9,262,957 

Less cost of 88,787 common shares held in treasury 



(68,140 at Feb. 28, 1967). 

640,360 

404,524 


9,566,271 

8,858,433 


$19,556,928 

$17,523,232 

See Notes To Financial Statements 
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American Automatic Vending Corporation 
and Subsidiaries 

Consolidated Statements of Earnings and Retained Earnings 



For Year Ended 

For Year Ended 


February 29, 

February 28, 

EARNINGS 

1968 

1967 

Revenues 



Sales . 

$31,557,864 

$27,940,115 

Other income. 

205,488 

176,094 


31,763,352 

28,116,209 

Costs and Expenses 



Cost of merchandise sold. 

19,846,839 

17,618,346 

Selling, administrative and other operating expenses 

8,656,536 

7,317,036 

Depreciation and amortization. 

1,150,632 

1,001,983 


29,654,007 

25,937,365 

EARNINGS FROM OPERATIONS . 

2,109,345 

2,178,844 

Other Deductions —Net 



Interest expense . 

330,920 

234,202 

Miscellaneous, net. 

( 35,830) 

( 17,692) 


295,090 

216,510 

EARNINGS BEFORE FEDERAL INCOME TAXES. 

1,814,255 

1,962,334 

Federal Income Taxes — estimated. 

717,700 

838,000 

NET EARNINGS . 

$ 1,096,555 

$ 1,124,334 

Net Earnings Per Share. 

$ .91 

$ .93 

Based on shares outstanding at the end of the year, 
1,202,961 at February 29, 1968, and 1,206,109 at 
February 28, 1967 




RETAINED EARNINGS 

Balance at Beginning of Year 

As previously reported to stockholders. 

$ 5,550,328 

$ 3,629,747 

Change in accounting for cost of locations. 


856,937 

As revised . 

5,550,328 

4,486,684 

Net Earnings. 

1,096,555 

1,124,334 


6,646,883 

5,611,018 

Cash Dividends — 

$.20 Per Share in Fiscal 1968, $.05 in Fiscal 1967 .. 

240,376 

60,690 

Balance at End of Year. 

$ 6,406,507 

$ 5,550,328 

See Notes to Financial Statements 
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Notes to Financial Statements 

February 29, 1968 


Note A — Principles of Consolidation, Acquisitions 

All of the Company's subsidiaries are wholly-owned 
and their accounts are included in the consolidated 
financial statements. During the year the Company 
acquired the net assets of several companies and the 
results of operations of these companies are included in 
the earnings statement from their respective dates of 
acquisition. 

Note B — Intangible Assets 

The amount shown for intangible assets consists of 


the following: 

Cost of locations purchased.$5,391,095 

Goodwill . 1,117,188 

Other . 21,591 

$6,529,874 


Cost of locations purchased and Goodwill are not 
being amortized since there has been no diminution 
in value. 

Note C — Long-Term Debt 

A description of the long-term debt outstanding at 
February 29, 1968, follows: 

a) A 6% note to a bank payable in monthly install¬ 
ments of $33,500 thru January 15, 1970, $41,000 from 
February 15, 1970, thru January 15, 1971, $50,000 
from February 15, 1971, thru December 15, 1971, with 
the balance of $46,000 due.January 15, 1972. This 
note is partly secured by life insurance policies with 
cash surrender value in the amount of $70,889, which 
is included in Other Assets. 

b) A note to a bank payable in quarterly installments 
of $10,000 thru June 30, 1972, and quarterly install¬ 
ments of $95,000 from September 30, 1972, thru June 
30, 1974, with interest at 1% above the prime bank 
rate in effect from time to time, but not in excess 
of 6y 2 %. 

c) A 6 V 2 % note in the amount of $3,500,000 to an 
institutional investor payable in annual installments of 
$320,000 beginning June 1, 1972, with a final payment 
of $300,000 due June 1, 1982. This note was issued 
with warrants to purchase 100,000 common shares at 
$7 per share. 

d) Other notes payable with a principal balance 
of $225,268. 

The debt agreements contain restrictions on the Com¬ 
pany with respect to maintenance of working capital, 
payment of cash dividends and use of cash for purchase 
or redemption of its common shares. The Company is in 
compliance with these restrictions. At February 29, 
1968,retained earnings totalling $801,406 were free of 
such restrictions. 

Note D — Deferred Federal Income Taxes 

The Company uses for federal income tax purposes 
only, the declining balance method of depreciation for 
equipment purchased since March 1, 1965. The reduc¬ 


tion in federal income taxes resulting from this policy 
has been deferred and will be payable when book depre¬ 
ciation on these items exceeds tax depreciation. 

Note E — Commitments and Contingencies 

a) Long-term Lease and Indebtedness 

In March, 1968, the Company entered into an agree¬ 
ment with the City of Solon, Ohio to lease from the 
City new plant facilities to be financed with the proceeds 
of $3,000,000 of Solon, Ohio Industrial Revenue Bonds. 
The lease is for a period of twenty-nine years with an 
option to purchase at termination. 

The bonds are dated March 1, 1968, and will be 
redeemed in amounts increasing from $40,000 on Octo¬ 
ber 1, 1970, to $210,000 on October 1, 1997, and bear 
interest at rates from 5%% to 6%%, depending on 
their term. 

The lease will be recorded by the Company as a 
purchase of property to be depreciated over its useful 
life. Rental payments are based on amounts sufficient to 
meet the semi-annual interest and principal require¬ 
ments as they become due. Such requirements will be 
approximately $106,000 during the year ending Feb¬ 
ruary 28. 1969, $182,000 during the year ending Feb¬ 
ruary 28, 1970, and $225,000 during the years ending 
February 28, 1971, thru 1997. 

b) Purchases of Businesses 

On March 1, 1968, the Company acquired the assets 
of a vending business for $447,000 in cash. 

In connection with its purchases of businesses in a 
prior year, the Company may become obligated to pay 
the sellers additional amounts up to an aggregate of 
$ 100 , 000 . 

Note F — Stock Options, Additional Paid-in Capital 

Under the Company's qualified stock option plan 
42,401 common shares are reserved for issuance to key 
employees at not less than market value on the dates 
options are granted. Options are exercisable after two 
years from date of grant to the extent of one-third of the 
shares in each of the next three years and expire five 
years from date of grant. 

During the year options for 10,300 shares were 
granted and options for 17,499 shares were exercised; 
$87,495 was received upon exercise of options, $8,750 
being credited to Common Shares and $78,745 being 
credited to Additional Paid-in Capital. 

Options for 31,001 shares at prices ranging from $5 
to $14.50 per share were outstanding at February 29, 
1968. 

Note G — Pension Plans 

American Automatic Vending Corporation and one of 
its subsidiaries have non-contributory pension plans for 
eligible employees. The Company's policy is to fund 
pension costs accrued. This year's cost was approxi¬ 
mately $39,000, which includes amortization of ac- 
tuarially determined past service cost, where required, 
over a ten-year period. 


Certified Public Accountants’ Opinion 


The Board of Directors and Shareholders 
American Automatic Vending Corporation 

We have examined the consolidated balance sheet of 
American Automatic Vending Corporation and Subsidia¬ 
ries at February 29, 1968, and the related consolidated 
statements of earnings and retained earnings for the 
year then ended. Our examination was made in accord¬ 
ance with generally accepted auditing standards, and 
accordingly included such tests of the accounting rec¬ 
ords and such other auditing procedures as we consid¬ 
ered necessary in the circumstances. We previously 
examined and reported upon the consolidated financial 
statements of the Company and its subsidiaries for the 


year ended February 28, 1967. 

In our opinion, the accompanying consolidated bal¬ 
ance sheet and consolidated statement of earnings and 
retained earnings present fairly the consolidated finan¬ 
cial position of American Automatic Vending Corpora¬ 
tion and Subsidiaries at February 29, 1968, and the 
consolidated results of their operations for the year then 
ended in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the 
preceding year. 

Cleveland. Ohio M Givelber & Co. 

A >| m -7 inco Certified Public Accountants 
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SEVEN 

YEAR 

FINANCIAL SUMMARY 


YEARS ENDED FEBRUARY 28/29 (Note 1) 


1968 


1967 

Current Assets 


$ 6,910,936 


$ 6,604,946 

Current Liabilities 


3,653,987 


4,123,095 

Working Capital 


$ 3,256,949 


$ 2,481,851 

Fixed Assets — Net 


5,862,813 


4,564,829 

Other Assets 


6,783,179 


6,353,457 

Total 


$15,902,941 


$13,400,137 

Long Term Debt & Deferred Credits 


6,336,670 


4,541,704 

Shareholders' Equity 


$ 9,566,271 


$ 8,858,433 

Shareholders' Equity Per Share 


$ 7.95 


$ 7.34 

Number of Shares Outstanding 


1,202,961 


1,206,109 

Sales 


$31,557,864 


$27,940,115 

Earnings Before Federal Income Taxes 


$ 1,814,255 


$ 1,962,334 

Provision for Federal Income Taxes 


717,700 


838,000 

Net Earnings 


$ 1,096,555 


$ 1,124,334 






Net Earnings Per Share 


$ .91 


$ .93 

Cash Flow 


$ 2,361,415 


$ 2,252,701 

Cash Flow Per Share 


$ 1.96 


$ 1.87 

Note 1 — Figures for years ended February 28/29, 





1962 to 1966 inclusive have been revised to 





reflect a change in the method of accounting 




for cost of locations purchased. 
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1966 


1965 



1964 



1963 



1962 



$ 4,168,430 


$ 3,463,014 


$ 

3,728,739 


$ 

2,855,157 


$ 

2,110,445 



3,383,189 


2,096,186 



2,116,615 



2,052,226 



1,542,644 



$ 785,241 


$ 1,366,828 


$ 

1,612,124 


$ 

802,931 


$ 

567,801 



3,737,568 


3,193,689 



2,998,864 



2,776,211 



2,530,203 



5,968,039 


5,553,021 



5,381,254 



4,997,204 



4,002,187 



$10,490,848 


$10,113,538 


$ 

9,992,242 


$ 

8,576.346 


$ 

7,100,191 



2,600,013 


2,977,650 



3,432,257 



2,697,228 



1.851,398 



$ 7,890,835 


$ 7,135,888 


$ 

6,559,985 


$ 

5,879,118 


$ 

5,248,793 



$ 6.46 


$ 5.71 


$ 

5.15 


$ 

4.61 


$ 

4.12 



1,221,684 


1,249,334 


1,274,149 


1,274,149 


1,274,149 



$25,548,899 


$24,221,365 


$22,456,155 


$20,016,876 


$14,357,776 



$ 1,600,410 


$ 1,304,003 


$ 

1,220,147 


$ 

1,209,946 


$ 

835,150 



658,500 


555,080 



522,954 



593,485 



405,017 



$ 941,910 


$ 748,923 


$ 

697,193 


$ 

616,461 


$ 

430,133 



$ .77 


$ .60 


$ 

.55 


$ 

.48 


$ 

.34 



$ 1,976,990 


$ 1,822,787 


$ 

1,554,545 


$ 

1,395,174 


$ 

941,815 



$ 1.62 


$ 1.46 


$ 

1.22 


$ 

1.09 


$ 

.74 
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OHIO 

Cleveland 

Ace Tobacco Company 
American Coffee Service Company 
American Product Development Company 
American Vending Sales Company 
Emslee Products Company 
Hospital Specialty Company 
Industrial Vending Company 
Swifty Food Company 


Cincinnati 

Stern Amusement Company 
Stern Music Company 
Stern Vending Company 

Columbus 

Ace Vending Company 
Hamilton 

Butler County Vending Company 
Toledo 

Star Vending Company 


MICHIGAN 

Detroit 

Market Music Company 
Market Vending Company 
Robot Services Company 

KENTUCKY 

Louisville 

Southern Music Company 
Wagg Service Company 


Cleveland is called the "Best Location in the Nation." And it is within the dynamic marketing area served 
from Cleveland that American Automatic Vending is expanding. Located within 500 miles of Cleveland—and 
American Automatic — is: 53 per cent of the U.S. Population; 54 per cent of U.S. Retail Sales; 59 per cent 
of U.S. Industries; and 67 per cent of the Billion Dollar U.S. Industrial Markets. 
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American Automatic Vending Corporation 



7501 Carnegie Avenue 


Cleveland, Ohio 44103 
















